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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

In the Matter of Application of PacifiCorp (U-901-E)
for an Order Authorizing a General Rate Increase Application 05-11-022
and Implementation of an Energy Cost Adjustment (Filed November 29, 2005)
Clause and a Post Test-Year Adjustment
Mechanism.

Order Instituting Investigation on the Commission’s
Own Motion into the Rates, Operations, Practices,
Service, and Facilities of PacifiCorp (U-901-E).

Investigation 06-03-002
(Filed March 2, 2006)

JOINT MOTION BY PACIFICORP AND DIVISION OF
RATEPAYER ADVOCATES FOR ADOPTION OF
SETTLEMENT AGREEMENT ON REVENUE
REQUIREMENT ISSUES

Pursuant to Rule 51.1 of the Commission’s Rules of Practice and
Procedure, PacifiCorp and the Division of Ratepayer Advocates (“DRA”), collectively,
the “Moving Parties,” submit this joint motion for approval and adoption of the July 7,
2006, “Settlement Agreement Between PacifiCorp and Division of Ratepayer Advocates
on Revenue Requirement Issues” (“Settlement Agreement”), which is attached hereto as
Exhibit A.

The Settlement Agreement represents a compromise by the Moving Parties
on all issues in this proceeding relating to test year revenues, expenses, ratebase, capital

structure, return on equity, multi-state cost allocations, and attrition year mechanisms.



The Moving Parties respectfully submit that the Settlement Agreement is reasonable in
light of the whole record, consistent with the law, and in the public interest.

I. BACKGROUND

PacifiCorp is an investor-owned public utility engaged in the business of
generating, transmitting, and distributing electric energy in portions of northern
California and in the states of Oregon, Utah, Washington, Idaho, and Wyoming.
PacifiCorp provides retail electric service in California to customers in Siskiyou, Modoc,
Del Norte, and Shasta counties.

On November 29, 2005, PacifiCorp filed its application in this proceeding
seeking a general increase in rates and authority to implement an energy cost adjustment
mechanism (“ECAC”) and a post-test year adjustment mechanism (“PTAM”). The
application requested an overall revenue requirement increase of $11.0 million to provide
PacifiCorp with a reasonable opportunity to earn a return on equity of 11.8%, with an
effective date of January 1, 2007. The amount of the increase requested by PacifiCorp
assumed the impending expiration of certain long-term contracts with water pumping
customers in the Klamath River Basin and an intervening, pre-test year transition of those
customers to generally-applicable irrigation rates.

Protests to the application were filed by DRA and the Klamath Basin Water
Users Protective Association or Klamath Water Users Association (“KWUA”). In
addition, appearances were entered by several other parties including, among others, the
Bureau of Reclamation and U.S. Fish and Wildlife Service of the U.S. Department of

Interior, the County of Siskiyou, the California Farm Bureau Federation, the Western



Manufactured Housing Community Association, Roseburg Forest Products, the Hoopa
Valley Tribe, the Pacific Coast Federation of Fishermen’s Association, and the Oregon
Natural Resources Council.

A prehearing conference was held on January 30, 2006, followed by the
1ssuance of a scoping ruling on February 6, 2006, which identified the following issues
for resolution in this proceeding: (1) irrigation rates within the Klamath Irrigation Project;
(2) test year revenues, expenses, ratebase, capital structure, return on equity, and rate
design; (3) master meter rates and master meter bill calculations; (4) multi-state cost
allocations; and (5) attrition year mechanisms.

By D.06-04-034, the Commission determined, as an initial matter, that the
Klamath River Basin contract customers should be transitioned to generally-applicable
irrigation rates over a four-year period, rather than on the flash-cut basis assumed by
PacifiCorp’s application. In response to that determination, PacifiCorp submitted, on
May 5, 2006, “Supplemental Testimony and Exhibits” revising the revenue requirement
increase that would be needed to achieve PacifiCorp’s target return on equity and, also, to
make other, offsetting adjustments that were appropriate or required as the result of the
acquisition of PacifiCorp by MidAmerican Energy Holdings Company, as approved by
D.06-02-033. The revisions identified in the Supplemental Testimony and Exhibits
increased the revenue requirement justified by the showing in the application from $11.0
million to $12.8 million.

In accordance with the adopted schedule in this proceeding, DRA

submitted, in June 2006, its Report on Results of Examination and Report on the Results
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of Operations for PacifiCorp’s General Rate Case. In those reports, DRA recommended
a revenue requirement increase of $3.4 million based on a number of adjustments to
PacifiCorp’s requested revenue requirement. No other party submitted any
recommendations or testimony on PacifiCorp’s results of operations.'

On June 29, 2006, PacifiCorp and DRA met to address the issues raised by
DRA’s reports and, following discussions, reached a verbal agreement resolving all
revenue requirement issues, including test year revenues, expenses, ratebase, capital
structure, return on equity, multi-state cost allocations, and attrition year mechanisms.

All other parties were notified late in the afternoon of that same day that
PacifiCorp and DRA had reached a settlement on these issues and were invited to
participate in a settlement conference to be held on July 7, 2006, in San Francisco. The
parties were informed that a conference bridge was being set up so that they could
participate by telephone if they were unable to attend in person. Parties participating in
the settlement conference included: PacifiCorp, the Division of Ratepayer Advocates,
California Farm Bureau Federation, County of Siskiyou, Klamath Water Users
Association, Western Manufactured Housing Community Association. Following the
settlement conference, PacifiCorp and DRA finalized and signed the Settlement

Agreement.

" DRA served its Report on Marginal Cost, Revenue Allocation and Rate Design on June
23, 2006, as did the Department of Interior and the Klamath Water Users Association.
Issues related to marginal cost, rate design and revenue allocation are not resolved by this
proposed settlement.



II. SUMMARY OF SETTLEMENT AGREEMENT

As noted above, the Settlement Agreement constitutes a compromise on all
issues in this proceeding relating to test year revenues, expenses, ratebase, capital
structure, return on equity, multi-state cost allocations, and attrition year mechanisms.
Pursuant to the Settlement Agreement, PacifiCorp’s revenue requirement increase would
be $7.3 million or approximately 57% of the $12.8 million amount supported by
PacifiCorp’s Supplemental Testimony and Exhibits. The increase is designed to produce
an overall return on adjusted ratebase at PacifiCorp’s currently-authorized level of
8.53%, assuming a return on equity of 10.6% and a capital structure composed of 50%
equity, 1% preferred stock, and 49% debt, which approximates PacifiCorp’s actual
capital structure.

The single largest adjustment agreed to by the Moving Parties is the rate of
return, which reflects a decrease from PacifiCorp’s proposed return on equity of 11.8%
and a 52.8% equity ratio. This adjustment reduces the revenue requirement by $2.7
million, which is about 60% of the adjustment initially proposed by DRA.

A large adjustment, $800,000, results from a compromise on reductions to
electric plant in service. The total plant-in-service adjustment originally proposed by
DRA was $3.3 million. However, a portion of this proposed adjustment was based on the
removal of PacifiCorp’s Lakeside power plant, which is under construction and
scheduled to go into commercial operation in the Spring of 2007, well within the test

year. PacifiCorp foresees no significant delays in bringing this plant on line.



Accordingly, DRA’s proposed adjustment was rejected by PacifiCorp, but the Moving
Parties reached an overall compromise resulting in an $800,000 adjustment.

Other proposed adjustments were accepted by PacifiCorp as appropriate or,
in several cases, were accepted, in whole or in part, in order to reach a compromise on the
revenue requirement. These include: capitalization of Lakeside overhaul expenses, which
results in a $29,000 adjustment; a $99,000 adjustment to miscellaneous distribution and
transmission costs; a $127,000 reduction in pension and benefits expenses; removal of
the Cottonwood coal lease from plant held for future use, which is a net $18,000
reduction; a $47,000 reduction to reflect a change in treatment of fuel stock costs, which
PacifiCorp had included in ratebase but which, instead, will be recovered through the
ECAC; a $49,000 weatherization program adjustment; a $132,000 adjustment to reflect
potential reductions of corporate overhead costs as agreed to in connection with the
Commission’s approval of the acquisition of PacifiCorp by MEHC; a $53,000 capital
stock expense adjustment; and adjustments in the amount of $200,000 that are attributed
to PacifiCorp’s rebasing initiative.

In addition, PacifiCorp proposed, as part of the over-all compromise, a $1.2
million reduction in revenue requirement to provide PacifiCorp with an incentive to
1dentify and implement efficiency improvements.

A comparison table summarizing PacifiCorp’s and DRA’s positions on
results of operations is set forth in Appendix A of the Settlement Agreement.

Aside from reaching a compromise on the foregoing test-year revenue

requirement items, PacifiCorp and DRA agree that PacifiCorp, like other electric public
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utilities should be permitted to implement an ECAC mechanism and a PTAM. In
PacifiCorp’s view, the compromises reached on these proposals played a key part in
allowing the settlement to be reached as they will provide PacifiCorp with means to a
continued opportunity to earn its authorized return and maintain its credit rating during
the present, multi-year period of infrastructure and resource development.

Under the agreed-upon ECAC mechanism, rates for net power costs will be
unbundled from other rates, and net power costs will be collected through a billing factor
multiplied by customers’ monthly energy usage. Energy costs and revenues subject to
the ECAC will be accounted for in a balancing account, with applicable billing factors
and any amortization factors for excess or under collections being established annually.
The ECAC is based on the proposal set forth in PacifiCorp’s application Exhibits
PPL/500 and PPL/1300, with the adjustments recommended by DRA in Chapter 4 of its
Report on the Results of Operations. The Moving Parties note, however, that DRA’s
concerns with PacifiCorp’s GRID simulation model have been resolved and DRA is
satisfied that PacificCorp’s continued use of the model is acceptable.

The Moving Parties agree that PacifiCorp’s PTAM proposal will not be
adopted. Instead, PacifiCorp will be permitted to implement the post test year adjustment
mechanism described in Chapter 11 of DRA’s Report on the Results of Operations, with
three changes: (1) the attrition factor for 2008 will be based the September 2007 Global
Insight “U.S. Economic Outlook™ forecast of CPI for 2008, with an off-setting
productivity factor of 0.5%; (i1) the attrition factor for 2009 will be based the September

2008 Global Insight “U.S. Economic Outlook™ forecast of CPI for 2009, also with an off-



setting productivity factor of 0.5%; and (iii) PacifiCorp will be permitted to obtain
recovery of costs relating to major plant additions that are placed in service after January
1, 2008. For purposes of the PTAM, a “major plant addition” will be deemed to include
any capital addition to plant-in-service that exceeds $50 million on a total-company basis.
Finally, the Moving Parties have agreed to a method for recovery of the
shortfall in PacifiCorp’s revenue requirement that will result from the transition of
Klamath Project Customers to generally-applicable rates (the shortfall occurs beginning
April 2006 through the effective date of the new rates in this case and is projected to be
approximately $2.4 million). Under this agreed-upon method, PacifiCorp will keep the
additional revenues resulting from future transition period increases to the Project
Customers and will not make any concommitant reductions in other customers’ rates.
Effectively, PacifiCorp will forgo recovery of costs through the Commission-authorized
Memorandum Account in return for keeping any additional revenue received from
Project Customers pursuant to price changes occurring in accordance with the transition
plan approved by D.06-04-034. Under this approach, PacifiCorp assumes the risk of load
variability, but is willing to accept this risk in exchange for the administrative ease
associated with this approach, which eliminates the need for continual tracking and
auditing of the Memorandum Account. Appendix C to the Settlement Agreement
illustrates how this approach is expected to work and shows an anticipated ending
balance resulting in a roughly neutral outcome. PacifiCorp does, however, reserve the

right to request recovery, through its generally-applicable tariff rates, of the amount of



any credits related to its California jurisdiction that are approved by the Commission to
reflect alleged benefits resulting from the operations of Project Customers.

III. THE COMMISSION SHOULD APPROVE THE SETTLEMENT
AGREEMENT

The Commission’s policy favoring settlements is well-established. As
noted by the Commission, “The policy favoring settlements is intended to reduce the
expense of litigation to ratepayers, conserve scarce Commission resources, and allow the
Settling Parties to avoid the risk that a litigated resolution will produce unacceptable

”2
results.

Indeed, the potential efficiency benefits, alone, that would result from settling
the instant proceeding are significant because, notwithstanding the relatively small size of
PacifiCorp’s California operations compared to its over-all operations, the efforts that
must be undertaken by DRA and PacifiCorp to continue to fully litigate this rate case are
similar to those that would be undertaken for other much larger (jurisdictionally-
speaking) California electric public utilities; yet, the base of customers who, ultimately,
must bear the cost of such litigation is very small.

Under the Commission’s rules, a settlement such as that proposed here may
be approved if it is “reasonable in light of the whole record, consistent with law, and in
the public interest.” Factors to be considered are whether the settlement reflects the
relative risks and costs of litigation, whether it fairly and reasonably resolves the disputed

1ssues and conserves public and private resources, and whether it falls within the realm of

possible outcomes if the matter had gone to trial.

% Re Southern California Edison Co. (1998) 78 CPUC 2d 507, 511.



The Moving Parties submit that the Settlement Agreement represents a fair
compromise of the revenue requirement issues in this proceeding and fully satisfies the
Commission’s standard for settlement approval. Each of the factors considered supports
approval of this settlement.

The settled revenue requirement falls well within the range of possible
outcomes of litigation, being at the approximate mid-point between PacifiCorp’s and
DRA’s proposals. Notably, the adopted return on equity is below the levels recently
approved by D.05-12-043 for Pacific Gas and Electric Company, Southern California
Edison Company, and San Diego Gas & Electric Company, and the adopted capital
structure includes a common equity component that is slightly lower, proportionally, than
PacifiCorp’ actual common equity ratio. Moreover, the combination of adopted
adjustments on known items and the inclusion of a $1.2 million adjustment for potential,
unidentified, company-wide efficiency gains helps ensure that the result is fair and
reasonable to ratepayers.

The adoption of an ECAC and the PTAM will benefit both PacifiCorp and
its customers by providing more stability in revenue recovery and better matching
between price signals and actual costs. This will enhance PacifiCorp’s ability to plan for
and provide adequate, safe, and reliable service to its California customers and will help
minimize its costs of capital by providing investors with more certainty and less risk.

The Settlement Agreement is the result of arm’s length negotiations
between two well-qualified and supported parties, and represents significant

compromises on behalf of their respective constituents. Moreover, the Settlement
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Agreement will result in a substantial reduction of contested matters in the proceeding
and will thereby save the parties considerable litigation costs. Yet, the Settlement
Agreement does not overstep boundaries by purporting to resolve issues in which other
parties have taken an active interest. In fact, PacifiCorp and DRA are the only parties
who took active roles and expressed active positions on the revenue requirement issues.
By enabling the Moving Parties to avoid further preparation and filing of rebuttal and
other testimony, evidentiary hearings, and post-hearing briefing on the issues addressed
in the Settlement Agreement, the settlement also has the benefit of facilitating and
expediting the Commission’s review and approval of the application, saving scarce
Commission resources for other matters.

IV. CONCLUSION

For the reasons stated in this motion, DRA and PacifiCorp request the
Commission approve and accept the Settlement Agreement as reasonable in light of the

whole record, consistent with law, and in the public interest.
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Dated: July 7, 2006

3219/002/X78970.v1

Respectfully submitted on behalf of the
Moving Parties,

Diana L. Lee,
Attorney for Division of Ratepayer
Advocates

and

GOODIN, MACBRIDE, SQUERI,
RITCHIE & DAY, LLP

By:_ /s/Joseph F. Wiedman
Joseph F. Wiedman

Attorneys for PacifiCorp
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

In the Matter of Application of PacifiCorp (U-
901-E) for an Order Authorizing a General Rate
Increase and Implementation of an Energy Cost
Adjustment Clause and a Post Test-Year
Adjustment Mechanism.

Order Instituting Investigation on the
Commission’s Own Motion into the Rates,
Operations, Practices, Service, and Facilities of
PacifiCorp (U-901-E).

Application 05-11-022
(Filed November 29, 2003)

Investigation 06-03-002
(Filed March 2, 2006}

SETTLEMENT AGREEMENT BETWEEN PACIFICORP AND DIVISION OF
RATEPAYER ADVOCATES ON REVENUE REQUIREMENT ISSUES

1. General

1.1. The parties to this Settlement Agreement before the California Public Utilities

Commission (“Commission™) are PacifiCorp and the Division of Ratepayer Advocates

(“DRA™), collectively, the “Settling Parties.” The Settling Parties, desiring to avoid the

expense, inconvenience, and uncertainty attendant to litigation of various issues in this

proceeding, have entered into this Settlement Agreement, which they now submit for

approval by the Commission.

1.2. As this Settlement Agreement represents a compromise by them, the Settling Parties

have entered into this Settlement Agreement on the basis that its approval by the

Commission not be construed as an admission or concession by any of the Setthing

Parties regarding any fact or matter of law in dispute in this proceeding or in any other

proceeding before the Commission. Furthermore, the Settling Parties intend that the



approval of this Settlement Agreement by the Commission not be construed as a
precedent or statement of policy of any kind except as it relates to the current and future
proceedings addressed in this Settlement Agreement.

1.3. The Parties agree that this Settlement Agreement is an integrated agreement, so that, if
the Commission rejects or modifies any portion of this Settlement Agreement, each of
the Settling Parties has the right to withdraw, renegotiate this Settlement Agreement, and
request other relief pursuant to Commission Rule 51.7.

Settlement Terms

The Settling Parties agree that all issues in this proceeding relating to test year revenues,
expenses, ratebase, capital structure, return on equity, multi-state cost allocations, and
attrition yvear mechanisms shall be as follows:

2.1. Revenue Requirement

In its application, PacifiCorp requested an increase of approximately $11.0 million to its
overall revenue requirement based on a 2007 Test Year. In “Supplemental Testimony
and Exhibits” submitted by PacifiCorp in May 2006, this request was increased to
approximately $12.8 million in order to reflect the Commission’s approval, by D.06-04-
034, of a transitional rate increase for Klamath Basin irrigation customers and also to
reflect certain adjustments relating to the acquisition of PacifiCorp by MidAmerican
Energy Holdings Company (“MEHC™), which was approved, subject to conditions, by
D.06-02-033. In response to the application (as so supplemented), DRA submitted, in
June 2006, its Report on Results of Examination and Report on the Results of
Operations, in which DRA recommended a revenue requirement of $3.4 million based
on a number of adjustments to PacifiCorp’s requested revenue requirement. No other

party filed testimony in the revenue requirement phase of this case.

R



2.1.1. The Settling Parties agree that PacifiCorp’s requested 2007 Test Year revenue

requirement for its California jurisdiction shall be adjusted as follows (the

headings and descriptions of the adjustments shall not be construed as reflecting

any agreement or commitment by either of the Settling Parties with respect to the

stated rationale for, or propriety of, any such adjustment for any purpose other

than reaching a compromise on PacifiCorp’s overall revenue requirement in this

proceeding):

2.1.1.L

2.1.1.2.

2.1.1.3.

Rate of Return Adjustment — PacifiCorp’s requested revenue

requirement shall be reduced by $2.7 million to reflect changes in capital
structure. For purposes of settlement, the rate of return on ratebase shall
be maintained at its currently-approved level of 8.53%. This rate of
return is based on an adopted return on equity of 10.6%, with preferred
stock and long-term debt costs of 6.30% and 6.46%, respectively, and an
assumed capital structure composed of 50% common equity, 1%
preferred stock, and 49% long-term debt.

Generation Overhaul Expense Adjustment — PacifiCorp’s requested

revenue requirement shall be reduced by $29,000 to reflect the
capitalization of overhaul costs related to the Lakeside plant, which had
been expensed by PacifiCorp in its original filing.

Power Delivery Programs Adjustment — PacifiCorp’s requested revenue

requirement shall be reduced by $99,000 to reflect adjustments to certain

miscellaneous distribution and transmission costs.



2.1.1.4. Pension Adjustment — PacifiCorp’s requested revenue requirement shall

2.1.1.5.

2.1.1.6.

2.1.1.7.

2.1.1.8.

be reduced by $112,000 to reflect adjustments to pension costs, which

recover its revised forecast of 2007 FAS 87 pension expense.

Benefits Adjustment — PacifiCorp’s requested revenue requirement shall
be reduced by $15,000 to reflect adjustments to medical benefits
expense.

Electric Plant in Service Adjustment — PacifiCorp’s requested revenue

requirement shall be reduced by $800,000 to reflect adjustments to
forecasted California distribution electric plant in service. However the
Settling Parties agree that all other forecasted additions included in
PacifiCorp’s original filing, including the portion of the Lakeside plant
included in that filing, shall be included in ratebase.

Plant Held for Future Use Adjustment — PacifiCorp’s requested revenue

requirement shall be reduced by $18,000 to reflect adjustments to plant
held for future use.

Fuel Stock Adjustment — PacifiCorp’s requested revenue requirement

shall be reduced by $47,000 to reflect an adjustment to exclude fuel
stock inventories from the general ratebase and recover the estimated
carrying costs of fuel stock through Net Power costs. The actual
carrying costs shall be eligible for recovery in the ECAC, which is

defined below in section 2.3.1.



2.1.1.9. Weatherization Program Adjustment - PacifiCorp’s requested revenue

requirement shall be reduced by $49,000 to reflect the removal from
ratebase of California-specific Weatherization Program costs.

2.1.1.10. MEHC Corporate Overhead Charge Adjustment — PacifiCorp’s

requested revenue requirement shall be reduced by $132,000 to reflect

the reductions of corporate overhead costs as specified in Commitment
C11 in the Commission’s approval of the acquisition of PacifiCorp by

MEHC.

2.1.1.11. Capital Stock Expense Adjustment — PacifiCorp’s requested revenue

requirement shall be reduced by $53,000 to reflect the reversal of
PacifiCorp’s adjustment to capital stock expense as shown on page 4.5
of PPL Exhibit 601.

2.1.1.12. Rebasing Initiative Adjustment —~ PacifiCorp’s requested revenue

requirement shall be reduced by $197,000 to reflect an adjustment
relating to labor-related savings associated with PacifiCorp’s rebasing
initiative.

2.1.1.13. Miscellaneous Regulatory Asset Rebasing Initiative Adjustment -

PacifiCorp’s requested revenue requirement shall be reduced by $3,000
to reflect adiustments for unamortized costs relating to PacifiCorp’s

rebasing initiative.

2.1.1.14, Efficiency Improvement Adjustment — PacifiCorp’s requested revenue
requirement shall be reduced by $1.2 million to provide PacifiCorp with

the incentive to identify and implement efficiency improvements.



2.1.2.Based on the foregoing adjustments, the adopted increase to PacifiCorp’s 2007
Test Year revenue requirement shall be $7.3 million. This amount shall be
utilized for purposes of rate design and rate spread in this case. A comparison of
PacifiCorp’s and DRA’s original revenue requirement proposals and the
settlement revenue requirement is set forth in Appendix A.

2.1.3.The Settling Parties agree to support a schedule that would allow PacifiCorp to

recover the adopted increase to its revenue requirement commencing on Januaty
1, 2007.

2.2. Multi-State Allocations

All elements of this rate case, including the settlement of revenue requirement, ECAC
and PTAM (see 2.3.2), shall be based on the Revised Protocol allocation methodology.
In its next general rate case, PacifiCorp shall apply the same approach ordered by the
Public Utility Commission of Oregon in Order No. 05-021 (January 12, 2005) with
respect to the requirement that the filing include the Hybrid model allocation
methodology as a comparison to the Revised Protocol allocation methodology.

2.3, Attrition Year Mechanisms

2.3.1. Energy Cost Adiustment Clause

The Settling Parties agree that PacifiCorp’s proposed Energy Cost Adjustment
Clause (“ECAC™) mechanism shall be adopted as proposed by PacifiCorp in its
application Exhibit PPL/500, Direct Testimony of Mark T. Widmer, and Exhsbit
PPL/1300, Direct Testimony of Michael B. Reid, but subject to the changes
proposed by DRA in Chapter 4 of its Report on the Results of Operations. The

relevant portions of the testimony are provided in Appendix B.



2.3.2.

23.3.

Post Test Year Adjustment Mechanism

The Settling Parties agree that DRA’s alternative Post Test Year Adjustment
Mechanism (“PTAM?”) proposed in Chapter 11 of its Report on the Results of
Operations shall be adopted, but subject to the following changes: (1) the attrition
factor for 2008 (filed October 15, 2007, effective January 1, 2008) shall be based
on the September 2007 Global Insight “U.S. Economic Outlook™ forecast of CPI
for 2008 with an off-setting productivity factor of 0.5%; (i1) the attrition factor for
2009 (filed October 13, 2008, effective January 1, 2009) shall be based on the
September 2008 Global Insight “U.S. Economic Outlook™ forecast of CPI for
2009 with an off-setting productivity factor of 0.5%; and (iii} PacifiCorp shall be
entitled to adjust its rates through the PTAM to recover the California-allocable
portion of all reasonable costs related to any major plant addition made after
January 1, 2008. For purposes of the PTAM, a “major plant addition” shall be
deemed to include any capital addition to plant-in-service that exceeds $50.0
miflion on a total-company basis. All rate changes under the PTAM shall be
implemented by applying the overall PTAM percentage change as a uniform
percentage change to all tariff rate elements of all rate schedules, excluding
Schedules 5-99, §-100, and proposed Schedule S-191.

Klamath Imesdtion Shortfall Recovery

The Settling Parties agree that no adjustments shall be made to the generally-
applicable tariff rates for any of PacitiCorp’s established classes of service in
order to off-set the transitional increases approved by D.06-04-034 to rates paid

by “Project Customers,” as defined in Appendix A of that decision. As part of



this settlement, based on the condition that Klamath irrigators continue to be
served on Schedule PA-20 rates, the Settling Parties agree that the shortfall
recovery method shall be in lieu of the recovery of the Memorandum Account
authorized in D.06-04-034 and that PacifiCorp shall bear the full risk or benefit of
any such under- or over-recovery of revenues. (A comparison of the amount in the
Memorandum Account and its recovery through the transitional increases
approved by D.06-04-034 is set forth in Appendix C.) Notwithstanding the
foregoing, PacifiCorp shall be entitled to request recovery, through its generally-
applicable tariff rates, of the amount of any credits related to its California
jurisdiction that are approved by the Commission to reflect alleged benefits

resulting from the operations of Project Customers.

2.4. Other

The Settling Parties agree that, except as set forth herein, PacifiCorp’s proposals in its

application (as supplemented) relating to test year revenues, expenses, ratebase, capital
structure, return on equity, multi-state cost allocations, and attritition year mechanisms
shall be adopted without change.

3. Miscellaneous

3.1. The Settling Parties agree that this Settlement Agreement is reasonable in light of the
whole record, consistent with law, and in the public interest.

3.2. The Settling Parties agree to execute, or cause to be executed, any other documents and
to take any other action as may be necessary, to effectively consummate this Settlement
Agreement, and neither of the Settling Parties shall take any action in opposition to this

Settlement Agreement.



3.3. The Setthing Parties agree that no signatory to this Settlement Agreement or any member
of DRA assumes any personal hability as a result of their agreement. The Settling
Parties agree that no legal action may be brought by any Settling Party in any state or
federal court, or any other forum, against any individual signatory ;epresenting the
interests of DRA, attorneys representing DRA, or DRA itself related to this Settlement

Agreement. All rights and remedies of the Settling Parties are limited to those available

before the Commission.

IN WITNESS WHEREOF, the Settling Parties have executed this Settlement Agreement

as of July 7, 2006,

DIVISION OF RATEPAYER ADVOCATES

R. Mark Pocta

Division of Ratepayer Advocates
California Public Utilities Commission
505 Van Ness Avenue

San Francisco, CA 94102

Tel: 415-703-2871

PACIFICORP

By:._ Avdnea. Weldlliy
Andrea Kelly (7’
Vice President, Regulation
PacifiCorp
825 N.E. Multnomah, Suite 2000
Portland, OR 97232
Tel: 503-813-6043
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APPENDIX A

POSITIONS ON REVENUE REQUIREMENTS



Settlement Agreement : Appendix A
PACIFICORP TEST YEAR 2007 GRC

POSITIONS ON REVENUE REQUIREMENTS

CALIFORNIA JURISDICTION

DRA
Original Settlement
Description of Account Summary: Proposal PacifiCorp Proposai
4 Operating Revendes
2z General Business Revenues 71,474,472 80,965,108 75,454 620
3 Interdepartmantal g 4] -
4 Speciat Sales 186,228,091 18,229,991 18,229,991
5 Cther Operating Revenues 2,587 655 2,558,048 2,558 048
& Total Operating Revenues 92,261 817 101,753,148 98,242 859
7 "
g Operating Expenses:
g Steam Produstion 13,431,889 13,464,355 13,480,630
16 Nuclear Production 0 1} -
11 Hydre Production 670,864 870,864 670,984
12 Other Power Supply 24 576,697 24,815,828 24,788,215
13 ‘Transmissisn 2,161,244 2,161,244 2,181,244
4 Distribution 9,587 808 16,001,391 9,903,764
15 Customer Actounts 37577 3,281,795 3,241,504
s Customer Sermvice 212,242 212,212 212,212
i3 Sales ¢ 0 -
18 Administrative & General 4,257,627 5 463 8490 3,810,581
19
20 Total O & M Expenses 58,173,514 80,051,336 58,238,983
21 ’
22 Ceprediation 8,762,623 10,350,238 10,102,898
23 Amortization Expense 1,628,108 1,538,991 1,538,891
24 Taxes Other Than Income 3,132,033 3,308,869 3,220,701
25 income Taxes - Federal 4,718,782 6,858,676 5,468,872
26 income Taxes - State 853,862 815,981 723,403
27 income Taxes - Def Net (20,311} 375,081 375,061
28 investment Tax Credit Adj. 0 4 -
29 wisc Revenue & Expense (44 724 (44,724) (44,724)
30
31 Tetal Operating Expenses 19,731,372 23,161,091 21,483,300
32
33 Operating Revenue for Return 14,356,931 18,600,721 18,820,366
34
35 Rate Base;
38 Electric Plant in Service 374,874,750 396 076,842 391,398,288
37 Plant Hetd for Fulure Use 18,181 440,306 18,151
38 Misc Deferred Debits 746,852 824,801 1,078,379
39 Elec Plant Acg Adj 1,281,112 1,281,112 1,291,112
40 Nuclear Fuel 5} ¢ -
41 Prepayments 388,641 362,287 392,287
42 Fuel Stock [} 1,157,153 -
43 Matarial & Supplies 1,812,879 1,812,085 1,812,065
44 Working Capital 815,892 829,448 822,024
45 Weatherization |.oans 0 413,947 &)
46 Miscellaneous Rate Base 131,844 131,844 131,944
47
48 Total Elsctric Plant 380,180,538 403,368,702 386,941,257
49
50 Rate Base Deductions:
51 Accum Prov For Depr (158,169,130} {159,215,18%) {159,081.578)
52 Agcurn Prov For Amert (11 477 255) {11,558,085) (11,856,985}
53 Accumn Def income Taxes (28,545,655} {28,843 ,383) (28,843,383}
54 Unamortized TG (558,804) {E58 604) {558,604}
85 Cusiomer Adv for Const (142,756} {142,758} {142,758}
56 Customer Service Deposits 0 0 -
57 Misc. Rate Base Deductions {1,803 533) (1,820,213) {1,920,213}
58
59 Total Rate Base Deductions {200,786,833}) {202,237 120} (202,113,500}
80
61 Total Rate Base 178,383,606 201,132,582 184,827 757
62
63 Return on Rate Base 8.003% §.248% 8.531%

() Note: Far modeling ease, the Company has modeled in the efficiency improvemenis as a reduction
1o A&G expense. They will be achieved by a combination of reductions to OMAG & capital expenditures.
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throughout the WECC because of the variability of hydro resources in our
porifolio.
Q. Please explain how net power costs will be recovered in Califernia under the
Company’s proposed ECAC,
Al Under the Company’s proposal, rates for net power costs will be unbundled from
| other rates and collected through the Energy Cost Adjustment Clause Billing
Factor (ECACBF). The ECACBF will be added or subtracted from each bill and
will be equal to the ECACBF times the total kiiqwatt hours for each bill. The
ECACBF will be effective for service on or after-each January 1* Revision Date
and continuing thereafter, until the next ECACBF becomes effective. The
.ECACBF is the algebraic sum of the Offset Rate and the balancing rate multiplied
by the Franchise Fees and Uncolléctible Accounts Expense Factor. The Offset
Rate shall be equivalenf to the estimated Total Company net power costs for a
tweiva‘month period as calculated by the Company’s production dispatch model,
allocated to California and divided by California kilowatthour sales for the test
period. The Balancing Rate per kilowatt hour sold will be determined by dividing
the estimated balance in the Energy Cost Adjustment Clause Account as of the
January 1% Revision Date by the estimated California kilowatthour sales for the
amortization period.
Q. Please explain how monthly accruals to the Energy Cost Adjustment Account
will be determined.
A, Monthly accruals to the Energy Cost Adjustment Account will be determined in

the following manner:

Direct Testimony of Mark T. Widmer
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1) A debit entry (credit entry, if negative) equal to the California-allocated
share of the difference between Total Company Projected net power coéts used to
determine the Offset Rate adjusted by the ratio of California actual sales to
projected sales and Total Company Adjusted Actual Net Power Costs.

2) A debit entry (credit entry, if negative) equal to the average of the
beginning and ending balance multiplied by the interest rate defined in my
following testimony.

Please define Adjusted Actual Net Power costs.

Adjusted Actual Net Power Costs is the sum of the total Company amounts
recorded in PERC Accounts: 501, 503 and 547 (Steam Production Fuel Expense)
for coal, steam and natural gas purchased and or sold, 555 (Purchased Power), 565
(Wheeling), 447 (Sales for Resale). Thes_e actual amounts would be further
adjusted to; 1) remove actual costs consistent with the rate Setting process so
comparable costs are being used in the accrual calculation, 2) remove prior period
accounting entries recorded during the accrual period that are not appﬁcabie to the
current period, and 3) to ihclude Commission-adopted disallowance adjustments
from the most recent California rate case so comparable costs are being used iﬁ
the accrual calculation. An example of an item 1 adiustment would be the
removal of Bonnsvéllé Regional Credit costs because they are not gppiic'abie to
California. An example of an item 2 adjustment would be the remnoval of fuel
costs booked to the current period that are related to a historical period outside the
measurement period. An example of an item 3 item adjustment would be the

Commission adopted Sacrame.mo Municipal Utility District (SMUD) wholesale

Direct Testimony of Mark T. Widmer
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sales revenue imputation adjustment.

Have you prepared an illustration of the proposed mechanism?

Yes. The illustration is shown on Exhibit PPL/505.

What interest rate does the Company recommend for the interest accrual

calculation?

‘We recommend that the interest rate to be applied to the Balancing Account be

1/12 of the interest rate oﬁ Commercial Paper for the previous month, as
published in the Federal Reserve Statistic%ﬂ Relf;ase, H. 15. In the event
publication of the interest rate on Commercial Paper (prime, 3 months) is
disgontinued,_ interest will accrue at the rate of 1/12 of the most recent month’s
interest rate on Commercial Paper which most closely approximates the rate that
was discontinued, and which is ptiblished in the Federal Reserve Statistical

Release, H. 15, or its successor publication.

How often will ECAC applications for billing revisions be filed?

Applications for billing revisions may be filed with the Commission annually on
August 1%, The Revision Date for implementation of the new PCACBF will be
January 1%, Application for the annual update to the Offset Rate will be made
only if the change in net power costs for the upcoming fweive month period varies
by +/-5 perceht from the previously adopted forecast. When an annual application
to adjust the offset rate is made, the filing will include a section on resource plan
activity. Application for the annual update to the balancing rate to amortize any
cumui.ative over- or under-collection balance will be made only if the change in

the balancing rate varies by +/-5 percent from the previously adopted balancing

Direct Testimony of Mark T. Widmer
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rate.

Is the mechanism designed to take into account all NPC compﬂnenfs?

Yes. As previously mentioned, the ECAC is designed to include the impact of
cost changes for fuel, wheeling and purchase pbwer expenses and wholesaie
electricity and gas sales, because all net power cost components can be affected by
volatility and are_iﬂterreiated. For example, high electric wholesale market prices
relative to natural gas wholesale market prices can lead to the re-dispatch of the
Company’s gas thermal units in order to make wholesale sales and/or avoid
higher-priced market purchases and higher fuel costs. If the mechanism covered
only purchases and fuel expense, it ﬁou}d not provide a proper matching of costs
and benefits.

Should accrued costs be subject to a prudence review?

Yes. Costs and revenues related to existing contracts and resources that have |
previously been included in rates, however, should be exemipt from a prudence
review on a cost basis. Of course, the manner in which generation facilities were
operated and contracts dispatched during the accrual period would be subject to
review along with other new contracts,

How does the Company prépose to allocate the sur-charges and sur-credits to
customers? |

Mr. Reid describes the Company’s proposal.

Net Power Cost Results

Q.

A.

What are the proposed forecast normalized net power cosls?

The proposed net power costs for the 12 months ended December 31, 2007 are

Direct Testimony of Mark T. Widmer
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USBR Customers
Q. Please identify the I}SBR customers.
A. These are customers served under rates set in under a 1956 contract between the
Company and the U.S. Burcau of Reclamation (USBR).
Q. Please explain the proposed rate design for USBR customers.
A, The current special contract with USBR and other irrigation customers in the Klamath

River Basin will expire in April 2006, prior to the 2006 irrigation season. At that time,
these customers, who have been paying fixed prices over the previou.s 50 years under this
contract, would be rmgrated to the appropriate standard tariff service. For this case,
consistent with the USBR contract timeframe, the billing determinants; including present
and proposed forecast revenues, show these USBR customers receiving service under
standard tariff Schedule PA-20. Bill impacts for Schedule PA-20 customers are provided

under Exhibit PPL/13035.

Energy Cost Adjustment Clause

Q.

Is the ECAC mechanism described in Mr. Widmer’s testimony incorporated into
the Company’s proposed rates?

Yes. Exhibit PPL/1302 includes a new Schedule ECAC-94 Energy Cost Adjustment
Clause Tariff Rate Rider. The total revenues related to the ECAC mechanism described
by Mr. Widmer are allocated to each rate schedule on an equal cents pér kWh basis.
ECAC revenues are included in the generation total of the functionalized revenue
requirement for each rate schedule. The associated rates have been unbundled and are
shown in Schedule ECAC-94, These charges are applied in addition to standard tariff

service rates. Schedule ECAC-94 will be adjusted annually due to changes in costs, as

Direct Testimony of Michael B. Reid
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described m Mr. Widmer’s testimony.

. Please explain Exhibit PPL/1306.

Exhibit PPL/1306 details the Company’s proposal to implement the ECAC mechanism
described in Mr. Widmer’s testimony. As shown on Line 36 of Mr. Widmer’s

Exhibit PPL/SOS, the Year 1 Energy Cost Adjustment Clause Billing Factor (ECACBF) is
calculated at 15.31 mills per kWh. ECAC revenues are allocated to each rate schedule by
multiplying the total forecast kWh in the test period by the ECACBF.

Mr. Widimer’s testimony explains that the costs that contriﬁute to the calculation of
the ECACBEF are directly related to the total Company amounts recorded in Account
numbers: _501,. 503; 547, 555, 565 and 447. The total ECAC revenues for each rate
schedule are therefore allocated between demand and energy fér .the generation and
transmission functions according tcrthe allocation among functionalized carﬁponents of
amounts resulting from each of these accounts in the Company’s Results of Operations.
Consistent with preparation of the Results of Op‘erations, in order to allocate between
demand and ehérgy for each function, amounts allocated to accounts based on the PITA
SE factor are attributed 100 percent to energy, while amounts'-based on the PITA SG or
SSGC factors are attributed 75 percent to demand and 25 percent to energy. Demand and
energy rates for cach rate schedule are calculated by dividing the appropriate ECAC
revenue for each function by its corresponding billing quantities, rounding demand rates
to the nearest $0.05 and adjusting to account for discounts to primary voltage customers.

Finally, the total ECAC revenues calculated through this mechanism for the

generation and transmission functions are counted toward the generation and transmission

Direct Testimony of Michael B, Reid
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revenue requirements providéd by Mr. Paice for each schedule when designing changes to

base rates as described above,

Does the Company have any other proposed tariff changes?

Yes. Incompliance with AB 1890, the Company filed functionalized rates that were
approved by the Commission in 1997. As part of that filing, funding for DSM programs
such as Energy FinAnswer or the Residential CFL program that had previously or have
subs'equently Been approved by the Commission was built into rates in the functionéii_zed
component identified in tariffs as “Public Purpose.” Other elements of this component,
as identified in Exhibit PPL/1304, include charges and credits related to the Schedule S-
99 Surcharge to Fund Public Utilities Commission Reimbursement Fee, the Schedule S-
100 Surcharge to Fund Residential California Alternative Rates for Energy (CARE}, and
a charge related to recovering franchise fees allocated to the generation function. The
Company is proposing a new tariff, Schedule S-191 Surcharge to Fund Public Purpose
Programs, independently identifying DSM related charges already included in the Public
Purpose functionalized componeﬁt. This will allow separate tracking of these revenues.
As shown in Exhibit PPL/1304, the Company is not proposing to change any rates to be
included on this tariff in this proceeding. |

Please explain Exhibit PPL/1304.

As referenced earlier, Exhibit PP1/1304 details the billing determinants used in preparing
the priciﬁg proposals in this case. It shows billing quantities and prices at present rates

and proposed rates.

Direct Testimony of Michael B. Reid
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forward price curve (“FPC™) of September 2005, which was input for the GRID
simulation that was the basis for the net power costs PacifiCorp used in its
Application, the Company also supplied DRA with two later FPCs — one from
December 2005 and one from March 2006, which are the basis for current rate cases
in other states.

The results of these simulations were analyzed and compared. Total company
net power costs varied by less than 1.5% for these different FPCs. The results were
counterintuitive, however, as the net power cost increased even as the price of gas
declined. A sensitivity test was run, keeping all input variables constant compared to
the base run except for universally lower values for the price of gas. The result was a
$14 million total company increase in net power costs. The company claims this to be
mainly the result of “gas swaps” (hedging the market), but with the swaps removed,
the result does not show a decrease in net power costs, even with the substantially
lower gas purchase expense. This apparent anomaly should be trued up annually by
the Energy Cost Adjustment Clause (ECAC - see the following section) balancing
account.

However, whether or not an ECAC is authorized, the company should be
required to either modify the model or clarify its behavior. This may be accomplished
by filing supplemental testimony, satisfactory to DRA, which compares several runs
with various inputs and outpu{s illustrating how the net power cost varies with the
various mputs, together with a textual description of the results and causative factors,
and explanations of any apparent anomalies. |

Based on its review, and with the reservation noted in the previous paragraph,

DRA accepts the net power cosis forecasted by the Company for the 2007 test year.

2. Energy Cost Adjustment Clause (ECAC) _
DRA reviewed PacifiCorp’s proposal to establish an Energy Cost Adjustment
Clause (ECAC), which is a balancing account to allow rate relief to the Company on

an annual basis when fuel prices fluctuate significantly.

Power Docs # 4-10
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The company’s proposal includes several features which DRA finds
appropriate. They include the requirement for the company to make an annual filing
if rate relief is sought, allocation to California customers ona KWh basis, and a
restriction limiting revision of the offset rate to years when the change in net power
costs exceeds 5%. DRA recommends that the company be given the option to waive
filing an application to revise the offset rate, even if the change is greater than 5%.
This waiver should be limited to a single year, however, so that the true-up does not
resuit in a burdensome change in rates. To monitor its purchase power procurement
practices, PacifiCorp should be required to provide the Commission with purchase
power contracts that exceed 1% of its total purchase power load. Also, the ECAC
balancing account should be subject to an audit at the time when PacifiCorp submits a
filing for amortizing its under or overcollection, or to change the offset rate.

Based on its review, and with the modifications described above, DRA finds

the company’s ECAC proposal acceptable.

Power Docs # 4-11
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Klamath Deferred Shortfall
Recovery at Current Rates

Irrigator Rate Changes

January 1 Balance

Aprit 2007 increase
- 40 miils

April 2008 increase
- 40 % discount

April 2008 - increase
- 20 % discount

January 1 2010 GRC

Settlement Agreement: Appendix C

Rate

0.0400

0.0565

0.0754

Increase Amortization Interest Unamortized Bal.
2,400,000

17,080 2,417 060

17,181 2,434,241

17,303 2,451,545

508,781 42,396.72 17,278 2426424
42,396.72 17,007 2,401,124

42,398.72 16,017 2,375,645

42,396.72 16,736 2,349,984

42,396.72 16,554 2,324,141

42,396.72 16,370 2,288,115

42,3%6.72 16,185 2,271,803

42,396.72 15,999 2,245 505

42,396.72 15811 2218,91¢

42,396.72 15822 2,192,145

42,398.72 15432 2,165,180

42,386.72 15,240 2,138,023

1,108,880 82,406.68 14,889 2,060,486
92,406.68 14,318 1,982,397

92,406.68 13,763 1,903,754

92,406.68 13,204 1,824,551

02,408,68 12641 1,744,786

92,406.68 12,074 1,664,453

82,406.68 11,503 1,583,650

892.406.68 10,028 1,502,071

92,406.68 10,349 1,420,013

9240668 9,765 1,337,372

92,40668 9,178 1,254,143

8240668 8,588 1,470,323

1,783,454 149,454 4% 7,788 1,028,656
149,454.49 8,781 885,983
149,454.49 5,767 742,295
149,454,49 4745 597,588
149,454,409 3717 451,848
145,454,492 881 305,074

148,454 .49 1,837 157,257

149,454 48 587 8,389
149,454.48 (472) (141,537)
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